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BACKGROUND, SCOPE,  

AND METHODOLOGY 
 
BACKGROUND 
 
In November 2002, California voters approved the Water Security, Clean Drinking Water, 
Coastal and Beach Protection Bond Act of 2002 (Proposition 50), which authorized the State of 
California to sell $3.44 billion in general obligation bonds.  The bond proceeds provide funds for 
grants and loans to assist in meeting safe drinking water standards acquisition, restoration, 
protection, and development of river parkways, and coastal watershed and wetland protection. 
 
The Department of Water Resources (DWR) received Proposition 50 funds for water 
management projects.  A portion of the funds is earmarked for Agricultural Water Use Efficiency 
projects.  The goal of the Water Use Efficiency program is to provide loans and grants to make 
more efficient use of water and energy resources.  The projects strive to improve farm water 
conservation by studying and promoting methods such as irrigation scheduling, tailwater return 
systems, and other irrigation system improvements.  The projects also include irrigation district 
system improvements such as canal lining, canal structure improvements, and remote 
monitoring and control of irrigation systems. 
 
The University of California, Davis (UC Davis), received Proposition 50 funds to study crop 
irrigation concepts promoting agricultural water use efficiency. 
 
SCOPE  
 
In response to the Department of Finance’s (Finance) bond oversight responsibilities, Finance 
conducted audits of the following grants: 
 

Grant Agreements Audit Period               Awarded 
4600004169 June 13, 2006 through September 30, 20091 $ 632,000   
4600004206 June 13, 2006 through June 30, 2010 $ 563,000 

 
The audit objective was to determine whether UC Davis’ grant expenditures were in compliance 
with applicable laws, regulations, and grant requirements.  In order to design adequate 
procedures to evaluate fiscal compliance, we obtained an understanding of the relevant internal 
controls.  We did not assess the efficiency or effectiveness of program operations. 
 
UC Davis’ management is responsible for ensuring accurate financial reporting and compliance 
with applicable laws, regulations, and grant requirements as well as evaluating the efficiency 
and effectiveness of the program.  DWR along with the California Natural Resources Agency is 
responsible for evaluating any future sale of bond funded assets.  

                                                
1 Grant 4600004169 has been extended through December 31, 2011; however, our audit covered only the costs 

claimed within the stated period above.   
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METHODOLOGY 
 
To determine whether expenditures were in compliance with applicable laws, regulations, and 
grant requirements, we performed the following procedures: 
 

• Interviewed key personnel to obtain an understanding of the grant-related internal 
controls. 

 
• Examined grant files, grant agreements, and applicable policies and procedures. 

 
• Reviewed accounting records, such as vendor invoices, pay warrants, bank statements, 

and payroll documentation. 
 
• Selected a sample of expenditures, including labor costs, to determine if costs were 

allowable, grant-related, incurred within the grant period, supported by accounting 
records, and properly recorded. 

 
• Determined if other revenue sources were used to reimburse expenditures already 

reimbursed with grant funds. 
 
The results of the audit are based on our review of documentation, other information made 
available to us, and interviews with staff directly responsible for administering bond funds.   
 
This audit was conducted in accordance with Government Auditing Standards, issued by the 
Comptroller General of the United States.  Those standards require that we plan and perform 
the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our 
observations and recommendations based on our audit objectives.  We believe the evidence 
obtained provides a reasonable basis for our observations and recommendations.     
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RESULTS 
 
Except as noted below, UC Davis’ expenditures were in compliance with applicable laws, 
regulations, and grant requirements.  The Schedules of Claimed, Audited, and Questioned 
Amounts are presented Table 1.  The Questioned column represents unallowable and 
miscategorized expenditures and is further discussed in Observations 1 and 2. 
 

Table 1:  Schedules of Claimed, Audited, and Questioned Amounts 
 

Grant Agreement 4600004169 
For the Period June 13, 2006 through September 30, 2009 
Category Claimed Audited  Questioned 

Salaries & Wages $   223,489 $  223,489 $           0 
Fringe Benefits 46,490 46,501 (11) 
Supplies2 93,528  81,931 11,597   
Equipment  29,715 29,715 0 
Travel 28,888 29,528 (640) 
Crop Loss Payment 0 10,524 (10,524) 
Other (UC Overhead)  96,382 96,382 0 

Total Expenditures  $   518,492 $  518,070 $       422 
  
 

Grant Agreement 4600004206 
For the Period June 13, 2006 through June 30, 2010 

Category Claimed Audited Questioned 
Salaries & Wages $ 199,546 $ 204,232 $ (4,686)       
Fringe Benefits 67,683 67,762      (79)   
Supplies3 140,975  135,329 5,646 
Equipment 17,711 17,711 0 
Travel 7,561 8,109 (548) 
Other: Steering Committee 0 0 0 
Other: Publication 0 0 0 
Other: Overhead (Indirect Costs) 103,942 97,510 6,432 

Total Expenditures  $ 537,418 $ 530,653 $ 6,765 

                                                
2 Includes miscategorized expenditures of $11,175 and questioned costs of $422.     
3 Includes miscategorized expenditures of $5,313 and questioned costs of $333.     
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Observation 1: Inadequate Fiscal Monitoring Resulted in Questioned Costs 
 

Lack of proper fiscal monitoring resulted in total questioned costs of $7,187.  
Specifically, UC Davis neither ensured line item expenditures stayed within 
budget nor were properly supported.  For Grant Agreement 4600004169,  
UC Davis claimed $422 in supplies for unsupported sales tax charges.  For 
Grant Agreement 4600004206, UC Davis claimed $6,432 of indirect costs in 
excess of the allowed budget amount and double billed the grant for $333 in 
supplies.   

 
Without proper monitoring and review of expenditures, the risk of grant funds 
being misused and grant goals and objectives not being fully met increases.  
Grant Agreement 4600004206 requires the grantee to maintain complete and 
accurate records of its actual project costs, and that reimbursement claims 
include only eligible project costs.   

 
Recommendations: 
  

DWR will determine the final disposition of the $7,187 in total questioned 
costs, and whether any amounts should be returned to the state or offset 
against other costs.  In addition, UC Davis should:   

 
A. Comply with the grant agreements’ budget and ensure expenditures are 

properly supported.   
 

B. Develop and implement monitoring procedures to ensure compliance with 
grant requirements, and that expenditures submitted for reimbursement 
are eligible, incurred, and supported by appropriate documentation. 
 

Observation 2:    Deficiencies in Fiscal Controls 
 

Because established controls were overridden, the risk of grant funds being 
misused and grant goals and objectives not being fully met increases.  During 
our review of grant-related controls, we noted the following weaknesses 
requiring management’s attention: 

 
• For both grants, expenditures were not reported according to the budget 

categories specified in the grant agreements.  Although the amounts were 
expended appropriately and not questioned, amounts for salaries/wages, 
fringe benefits, travel, and crop loss payments were improperly categorized 
as supplies even though the appropriate budget categories existed. 

 
• For Grant Agreement 4600004169, UC Davis did not adequately track fixed 

assets partially funded with grant funds.  Upon verification, UC Davis’ 
tracking system (Capital Asset Management System) incorrectly reported 
the location of the equipment (valued at $29,715). 

 
• For Grant Agreement 4600004206, a university employee entered into a 

contract with UC Davis as an independent contractor to provide goods and 
services related to the grant.  In doing so, UC Davis violated its internal 
policies. 
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Grant Agreements 4200004169 and 4200004206 require the grantee to 
provide statements of incurred eligible costs that match the grant budget 
categories and specified project tasks.  UC Davis policy requires equipment 
records to be updated in a timely manner “to reflect any movement such that 
an item can be located for inspection or verification within a 24-hour period.”   
 
In addition, UC Davis’ Employee-Vendor Relationship policy states 
purchases of goods or services may not be made with a university employee 
acting as vendor. 

 
Recommendations: 
 

UC Davis should: 
 

A. Ensure it complies with the grant agreements and properly report 
incurred eligible expenditures according to the grant budget categories 
and specified project tasks.   

 
B. Comply with its internal policies to ensure equipment records are 

properly recorded, monitored, and updated in a timely manner.  
 

C. Ensure it complies with its Employee-Vendor Relationship policy.  
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EVALUATION OF RESPONSES 
 
The Department of Finance (Finance) reviewed DWR’S response, dated April 6, 2011, and UC 
Davis’s response, dated April 18, 2011, to our draft audit report.  We acknowledge UC Davis’s 
efforts to resolve the issues noted in our report.  For Observation 1, we provide the following 
comments: 
 
Observation 1: Inadequate Fiscal Monitoring Resulted in Questioned Costs 
 
For Grant 4600004206, UC Davis improperly billed DWR $6,432 for indirect costs in excess of 
the budgeted amount stated in the grant agreement.  At the time of the audit, the grant 
agreement was the only controlling document defining eligible costs.  We were not provided a 
revised budget or grant amendment from either UC Davis or DWR.  This issue was 
communicated prior to the issuance of the draft report; however, no additional documentation 
was provided to us.  As noted in DWR’s response which supports our recommendation, DWR 
expects UC Davis to reimburse the questioned amount unless UC Davis can provide evidence 
the funds have been used for eligible project expenditures.  Our observation remains as 
reported.   
 
 




